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Abstract 
Financial derivatives market has become very popular with the trigger of the most destructive financial crisis since the 
Great Depression of 1929. There were many voices who stated that these instruments have been guilty for the market 
disturbances. Maybe not the derivatives themselves have caused the recent crisis but their regulation and their use. 
Therefore, regulators have become concerned in identifying gaps in the existing laws and regulations and proposing 
solutions in this regard. The regulatory reform on OTC derivatives market has already an impact on market volume and 
structure. The aim of this paper is to present a review of the most recent actions and decisions of regulatory authorities in 
the field. 
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1. Introduction 
Derivatives market plays an important role in the economy, but these instruments are accompanied by some 
risks. The recent financial crisis has highlighted that these risks are not sufficiently mitigated in the over-the-
counter (OTC) part of the market. Thus, financial derivatives market was amongst those markets that have 
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received attention on the regulation, despite the fact that financial derivatives were not themselves causes of the 
financial crisis. Specifically, regulators and policy makers have criticized the alleged lack of transparency and 
complexity of the OTC financial derivatives market and considered this as a potential source of heightened 
volatility and systemic risk. This view that derivatives are blamed for shattering financial stability is in contrast 
to the widely held view that derivatives are useful for risk management in both the financial system and the real 
economy. But what is approved by everyone is that the derivatives market is an important component in both 
the financial system and the real economy. 
In the pre-crisis period the volume of financial derivatives contracts was marked by a rapid growth. According 
to the BIS data, in 2008 the notional amounts of financial derivatives reached 754 trillion USD, of which 672 
trillion USD was represented by the OTC market. At the end of June 2012 OTC derivatives notional amounts 
outstanding totaled  638.9 trillion USD and one year later the volume was 693 trillion USD, which is about 9 
times the nominal GDP of the world. 
Fig. 1. Notional amounts outstanding of global OTC derivatives market 
It can be seen that the OTC derivatives continue to play an important role to the economy. They are used 
largely by banks, corporations, investment and pension funds, governments. Regarding the banking system, its 
low transparency has been a controversial discussion   among  academic  studies. On one side, some papers 
argue that opacity is beneficial  as long as opaque assets are less liquid and therefore managers are less able to 
trade these assets against the interest of the owners (Myers and Rajan, 1995). Moreover, Cordella & Yeyati 
(1998) consider that when investors are less informed about bank assets, banks are more stable. On the other 
side, many researchers perceive the opaque nature of bank assets as a justification for more banking regulation. 
Jones et al. (2012) argue that the limited transparency has the potential to threaten the banking system because 
it may cause price contagion in the market which may leads to financial instability and systemic risk. The large 
size, the low transparency and the interaction of derivatives markets - as potential factors for triggering the 
systemic risk and thus the instability in the global financial system - were the impetus for better regulation of 
the financial derivatives segment. 
2. Regulatory reform on OTC derivatives market 
After the financial crisis, policy makers and market participants decided to develop a more robust 
framework for financial activity. At the Pittsburgh Summit in 2009, the heads of state of the G-20 nations 
committed to strengthen the financial system and the world economy. There are six reports by the Financial 
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Stability Board (FSB) on OTC derivatives markets reform and FSB will continue to supervise the 
implementation of the G20 summit commitments through the development of international standards, the 
adoption of legislative and regulatory frameworks, and actual changes in market structures and activities. 
Thus, following the G20 summit in Pittsburgh, they established the following points of regulatory reform 
(Kaya, 2013):  
x All standardized OTC derivatives should be traded on exchanges or electronic platforms, where appropriate.  
x All standardized OTC derivatives should be cleared through central counterparties.  
x OTC derivative contracts should be reported to trade repositories.  
x Non-centrally cleared derivative contracts should be subject to higher capital requirements. 
From the start of 2014, 16 jurisdictions have already adopted the legislation to implement trade reporting, of 
which 12 expect to have at least some specific requirements in force (these jurisdictions include most of the 
largest OTC derivatives markets). Jurisdictions that already have or anticipate having some specific reporting 
obligations in force by the end of 2013 are: Australia, Brazil, China, European Union, Hong Kong, India, 
Japan, Korea, Russia, Saudi Arabia, Singapore and the US. In Canada and Switzerland expected compliance 
dates are first half of 2014 and sometime in 2015 respectively. The following table provides an overview of the 
legislative and regulatory actions taken across the FSB member jurisdictions. 
In Argentina, central clearing and trading organised platforms are not requirements. However, Argentina 
issued regulations in 2007 to provide incentives for trading derivatives on organised platforms that offer central 
clearing. Argentina reports that a significant portion of derivatives trading is currently centrally cleared and 
traded on organised platforms as a result of existing regulation. Argentina reports that it will continue to 
consider whether additional legislation is needed. 
In Brazil, banks incur a capital surcharge when entering into a non-centrally cleared OTC derivative 
transaction. 
In Canada, authorising legislation for central clearing is in place in Ontario and Québec, the provinces where 
the vast majority of OTC derivatives are booked by value, and in Manitoba. Basel capital rules adopted as of 1 
January 2013 with additional capital requirements for the risk of credit valuation adjustments to derivatives 
delayed until January 2014. 
In Indonesia, certain types of equity derivatives products are required to be traded on exchange; Indonesia 
requires banks to report interest rate derivatives and FX derivatives transactions to the central bank. 
In Saudi Arabia, OTC derivatives reform is going to be implemented through regulation issued by SAMA 
and the CMA. A local trade repository was established and trade reporting requirements have been in force 
since 2012. The authorities reported that a self-assessment and a validation process have been completed.  
In South Africa, no changes to legislation will be needed to implement margin requirements for non-banks. 
Capital requirements are in effect for banks, but not yet finalised for non-banks. 
In Switzerland, there is existing legislation to require dealers to report information on derivatives needed for 
a transparent market. This legislation does not cover the entire scope of the G20 commitments and Switzerland 
is planning to publish additional legislation for public consultation along with other OTC derivatives reform 
initiatives. 
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Fig. 2. Summary of national progress of OTC derivatives market reforms 
Implementing the reform measures in the U.S. and the EU is very important for the future of the global 
derivatives market given the fact that these two areas represent 80% of the global derivatives market. How the 
Financial Stability Board considers in its recent reform of the European and American financial derivatives, 
many other states wait the finalization and implementation of legislation in the two areas in order to start their 
own regulatory actions. 
  Status of applicable legislation Status of implementing regulation 
Central 
Clearing 
Exchange/
Platform 
Trading 
Reporting 
to TRs 
Capital Margin Central 
Clearing 
Exchange/
Platform 
Trading 
Reporting 
to TRs 
Capital Margin 
Argentina A A    A A  E  
Australia A A A A  C  PE E  
Brazil   A A    E A  
Canada A A A N/A    C E  
China P A A   P A A   
European Union A P A A A A  A   
Hong Kong P P P A P   PE A  
India A P A A A A PA PE A PA 
Indonesia  A A    PE PE   
Japan A A A N/A  E  E E  
Rep. of Korea A  A     E   
Mexico N/A N/A N/A N/A N/A C C C PA  
Russia A A A N/A N/A   A A  
Saudi Arabia N/A N/A N/A N/A N/A   E E  
Singapore A C A A    C E  
South Africa A A A A PA   C PE  
Switzerland C C PA A C    E  
Turkey A  A        
United States A A A A A PE PE PE P P 
Total proposed 
or consulted 
3 4 1 0 2 3 1 4 1 1 
Total adopted 12 10 15 9 4 3 3 3 5 1 
Total effective      2 2 9 8 0 
Key  
  No action has been taken to date 
N/A Not applicable in jurisdiction 
C - Consultation Official documents have been published for public consultation 
P - Proposed Draft legislation or regulations have been submitted through the appropriate process 
PA - Partially 
adopted 
Final legislation or rules have been adopted for part of the relevant commitment area, and are 
enforceable 
A - Adopted Final legislation or rules have been adopted by the appropriate bodies and are enforceable 
PE - Partially 
effective Regulation in force and operative for a part of the market at the time of publication 
E - Effective Regulations are in force and operative as of the time of publication 
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3. Derivatives regulation in European Union 
Currently, the European Union is implementing the new rules on financial derivatives markets through two 
legal instruments (Kaya, 2013): European Markets Infrastructure Regulation (EMIR) and the revised Markets 
in Financial Instruments Directive (MiFID2). Consistent with the proposals of the G20, EMIR introduces a 
reporting obligation for OTC derivatives market, a clearing obligation for eligible OTC derivatives, measures 
to reduce credit risk and operational risk for OTC derivatives with bilateral payments, common rules and rules 
for clearing houses operating between them. 
The first steps in preparing the MiFID legislation dates from 2007 just before the outbreak of the current 
financial crisis and its aim was to create a common internal market and more competition between trading 
platforms. Considering the G20 agenda and the lessons learned from the crisis, the European Commission 
released a revised proposal in October 2011 and introduced MiFID2. MiFID2 refers to certain additional 
requirements on market structure, exemptions from financial regulations, organisation of business requirements 
for investment firms, powers of national authorities, rules and sanctions for companies from countries that are 
not members of EU and operate through a branch. Regarding the EMIR activity, even if the first legislative 
proposal dating from 2010, the final law was adopted only in August 2012. On June 17, 2013, the European 
Council adopted a general formula for the implementation MiFID2 to be debated in the European Parliament 
plenary session on December 12, 2013. However, the development and then the technical implementation of 
these rules will require a long period of time which will involve major financial institutions for major 
investment decisions in Europe. 
4. Derivatives regulation in United States 
In the US, the legal framework for regulation and supervision of banks and financial activity which was 
constructed during the 1930s, has been weakened or better said abolished (the repeal of the Glass-Steagal Act 
in 1999). While the previously regulated financial areas began to show their weaknesses, unregulated financial 
innovations have appeared. Carruthers (2013) examines the institutional and political regulation of financial 
derivatives the US market from 1980 to 2008 to understand the distinction between standardised and OTC 
derivatives. Even if Chicago Mecantile Exchange and Chicago Board of Trade were strong and highly 
interconnected markets, these were overshadowed by the OTC market. This remained unregulated properly, 
despite numerous attempts to be regulated. Consequently, the OTC market recorded a spectacular increase. 
With such growth, the political decision not to regulate has become more and more irreversible. Cartwright 
(2009) considers that it could not be designed an appropriate regulatory framework in order to meet the needs 
of globalization, disintermediation, financial innovation and development of new financial markets. The crisis 
began in 2007 has highlighted the lack of public regulation of the OTC derivatives market. Lack of public 
regulation does not mean lack of regulation. Like any market, the OTC market is a set of rules, but a set of 
rules that reflect their private interests. The regulatory authority for OTC derivatives market is the International 
Swaps and Derivatives Association (ISDA), an authority that doesn’t represent all the parties and, moreover, it 
is not concerned about the potential market failures and systemic risk. In the US, derivatives market was 
recently regulated in over 800 pages of the Dodd - Frank Act and Consumer Protection Act adopted in 2010. In 
order to better protect the consumers and reduce the systemic risks, the reform covers a significant part of the 
regulation and supervision of the OTC derivatives. In addition, this legislation was enacted to reduce risk and 
increase transparency in the derivatives market. While Title VII of Dodd-Frank Act establishes a 
comprehensive new regulatory framework for swaps traded in the US, it leaves important definitions and 
implementation rules for Commodity Futures Trading Commission (CFTC) and Securities Exchange 
Commission (SEC). According to Dodd - Frank, swaps and security swaps will be regulated by the CFTC and 
SEC, respectively. A participant who trades both instruments must act in accordance with the regulations of 
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both institutions. According to Dodd - Frank, swaps include all contracts on interest rates or other monetary 
rates, and security swaps for all those swaps whose underlying is the yield or value of a single asset. Regarding 
the CDS, responsibility is divided between the two authorities on CDS categories. Even if EMIR and Dodd-
Frank have in common the implementation of G-20 commitments, there are significant differences. Common 
issues refer to the objective of achieving a more robust financial infrastructure through central clearing of 
standardized derivatives, a requirement for reporting of derivative transactions, margin requirements and 
capital requirements for non-standardized derivatives transactions. In the US, most of the swap legislation has 
already entered into force in 2013, while EU enforcement will take place only in 2014. Regarding the 
differences, the first refers to the treatment of non-financial companies. In Europe, EMIR allows clearing 
exemptions for non-financial institutions whose positions offset does not exceed certain margins. In the US, the 
derivatives rules of Dodd-Frank Act apply to all market participants and there are exemptions only for the final 
users who want to cover a commercial risk. Another significant difference is related to the reporting 
requirement: Dodd-Frank Act requires mandatory reporting only for OTC derivatives, while EMIR proposes 
mandatory reporting for both OTC and standardized derivatives markets. Regarding the timing of reporting, 
EMIR is more flexible and allows reporting at the end of the day, while Dodd-Frank Act requires real-time 
reporting. 
5. Conclusion 
In this study we have tried to provide an overview of the current state of the OTC derivatives market reform. 
The experience during the crisis had a positive aspect in order to  understand better the risks that these financial 
innovations may have on the financial stability. However, regulators have identified gaps in financial 
derivatives legal framework, and now they are in process of construction and implementation of the legal 
reform. The aim of derivatives market regulators is well defined: to create the legal framework for safer and 
more efficient financial markets. In this context, it highlights a significant progress in terms of clearing and 
transparency. Even though new rules in the US and the EU are generally similar, there are also some 
differences. The US regulation seems to be slightly more advanced in the process, while in Europe the majority 
of the reform rules will only come into force in 2014. 
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